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CEE countries will benefit from EU membership through unre-
stricted access to EU markets and higher producer prices for
their farmers. However, membership will not be without cost.
Higher expenditures by the EU will be required to support CEE
agriculture at current EU producer prices, completely open bor-
ders will increase competition with Western Europe’s agro-food
sector, and consumer expenditures on food, already a large pro-
portion of CEE incomes, will rise, having an inflationary impact.

Economic Research Service/USDA

A potential risk is that, with completely open borders between
EU and CEE countries, the CEE agro-food sector will find it dif-
ficult to compete with Western European firms. This is particu-
larly true of the food processing industry. Some CEE food
processors have modernized sufficiently to meet EU product
standards, but for most of the CEE food industry, considerable
investment is still needed. Among raw agricultural products,
CEE livestock will have difficulty competing in the EU market,
as most CEE meat and dairy products do not meet EU quality
standards.

While CEE countries have made significant progress toward
recovery from the recession of the early transition period, con-
siderable restructuring of their agricultural sectors will be needed
for successful integration into the EU. The remaining challenges
include improvement of farm productivity, completion of privati-
zation of state farms and agro-industry, simplification of govern-
ment purchasing and market management practices, training in
agribusiness and quality control, and programs to encourage
rural development and structural adjustment.
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Ag Trade Environment
With an Enlarged

Agencies created in many of these countries to administer mini-
mum prices, export subsidies, or other measures often operate in

he prospective enlargement of the European Union int

European Union
Central and Eastern Europe could add as many as 10(

I million new consumers to the EU market and double th
number of farmers, having potentially profound effects on glg

P a nontransparent way, leading to questions of compliance with
World Trade Organization (WTO) regulations on state trading.
€state policies in Bulgaria and Romania, for example, cause sig-

bafficant distortions in domestic markets. Procurement of bulk

and U.S. agricultural trade. Initial USDA analysis indicates th
accession to the EU and subsequent implementation of EU

akommodities in these countries is still mainly in the hands of
Htate-owned companies that use their market power to hold down

cultural policies will increase agricultural output in Central a dprices. In addition, these governments continue to exert some

Eastern Europe (CEE), particularly in the livestock sector, créatyntrol over retail prices through limits on processing margins.
ing increased demand for feedstuffs, and opportunities for addi-

tional U.S. corn and oilseed exports. On the other hand, CE
preferential trade agreements with the EU, in addition to geo
graphic ties, could limit U.S. trade potential in this growing
market.

The EU has taken a multi-pronged approach in its preparations
for enlargement. It has funded an extensive program of technical
assistance for the CEE region, designing projects to improve
agricultural structures and market mechanisms, food production,
processing and distribution, and infrastructure. In addition, the

Ten CEE countries, including the Baltic states, have applied fo{996/97 EU Intergovernmental Conference is addressing institu-
membership in the European Union and have signed Associatigsha| preparations for enlargement.

Agreements (Europe Agreements) with the EU. These countfies

are Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, | Enlaroement Could
Lithuania, Poland, Romania, Slovakia, and Slovenia. Negotia- i gr EU Ag Reforms
tions between the EU and the applicant countries are not ex eT:'E—gg 9

ed to begin before 1998. European enlargement is likely to dcgis £y is a global player in agricultural trade, and EU enlarge-

:2 a numbeLof stages, V‘I’(ith the CZ?jCh Eemf’b"c' Soland, and ment will inevitably have implications for European agriculture.
ungary—the most market-oriented and reformed countries Pirpe £, one of the world’s largest and most competitive agricul-

the proposed group—favored to join first. The Europe Agreeq y, a1 exporters, is a major force in multilateral trade negotiations.

culture because it is likely to be an impetus for major changes.
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The EuppeAgreementsdrm the basisdr gradual intgra-
tion of CEE counies with the EUThe areements oger
five main agas:political dialogug economic coopetion,
financial assistancadoption of EU lgislation, and tade
liberalization. The frst ggreements wre signed with Bland
Hungary, and Cedoslovakia in 1991with mutual trade
provisions taking dkct the bllowing year and the en@r
agreements taking &fct in 1994 The objectie of all the
agreements is membsrip of the CEE coungs in the EU
All 10 CEE counties—Bulgaria, the Cz2ch Repulbic,
Estonia,Hungary, Latvia, Lithuania,Poland Romania,
Slovakia,and Sloenia—hae formally gpplied for EU
membeship.

The bilaeral trade and coopetion provisions of the Ewpe
Agreements calldr most-tvored ndion (MFN) treament
and gadual elimindon of selectre quantitéive restictions
over a 10-gar peiod, beginning when the greements g
into efect. Sparate piotocols ceer “sensitve sectos;
including ayricultural products,clothing, textiles, coal,and
steel. lr agricultural products,most concessions@aphased
in within 5 yeais and imolve taiff reductions and quota
increases. & example beef pork, mutton, poultry, and
dairy products ae subject to a 20-peent taiff reduction
over 3 yeass, while impott quotas will incease 10 peent
per year br 5 yeais. Hovever, trade in some commaodity
groups,sud as gains,has not been libafized

The two-way preferences wre stuctured to accelete liber
alization for CEE e&ports to the EU Despite thisEU
exports to the CEE hee far outstipped tade in the opposite

Europe Agreements Pave Way to EU Membership

Scheduled CEE “Eur ope Agreements” and
EU Member ship Applications
Europe Agreements EU membership

Signed Effective application
Hungary Dec. 1991 Feb. 1994 Mar, 31, 1994
Poland Dec. 1991 Feb. 1994 Apr. 5, 1994
Romania Feb. 1993 Feb. 1995 June 22, 1995
Bulgaria Mar. 1993 Feb. 1995 Dec. 16, 1995
Czech Rep. Mar. 1993 Feb. 1995 Jan. 23, 1996
Slovakia Oct. 1993 Feb. 1995 June 27, 1995
Estonia June 1995 N/A Nov. 28, 1995
Latvia June 1995 N/A Oct. 27, 1995
Lithuania June 1995 N/A Dec. 8, 1995
Slovenia June 1996 N/A June 10, 1996

N/A = not yet in effect.
Economic Research Service, USDA

direction. In theifst yeas of the greementslack of infor-
mation and amiliarity with EU procedues pevented the
CEE counties from fully utilizing their allotted quotag:he
EU’s quatery administetion of pteferential quotaswhich
hindess full utilization of anmual quotas Wwere seasonal com
modities ae concemned also limited CEE xports. Fnally,
the method of administieilg taiff-rate quotas places CEE
counties d a disadantgge—the quotas @re allocded to
EU impoters rather than CEE@orters. Recentl, the EU
and the assodiad counties b@an eneaotiating their ayri-
cultural protocols to &pand peferences in ater to accom
modde the inal WTO Agreement o\griculture.

The CEE countes hae hug aricultural sectos which, despite
the adlances of écent pars, are generlly less deeloped than
those of the EUThe gplication of curent CommorAgricul-
tural Policy (CAP) metanisms to CEE awuld be ery costly to
the EU Extending the gnepus beneéfs provided to EU poduc
ers would signifcantly increase EU gricultural spendinglt is
increasingy likely, therefore, tha the enlagement will pecipk
tate a svegoing reform, further ieducing pice supparto famers
and &panding upon the limiteceforms undetaken in 1992The
U.S. views this ppspect as an oppanity for the EU to futher
liberalize its ayricultural policies and bild on the accomplish
ments of the Urguay Round greements.

The Euppean Commission hagamined diferent enlagement
scenaios to measww the economic impli¢ens,including impli
caions for the CEE and EUafm sectos. One gproac would
contirue the CAP eform eforts begun in 1992which reduced
producer suppadrprices and compentad poduces with py-
ments,and would extend theseaforms to ceer other sectar
sud as dajy, in an efort to improve EU aricultural competi

tiveness. Sutan pproad implies geder use of diect compen
saory payments to help maintairafm reverues.

USDA also conducted ptiminaly anaysis on the impact of
CEE accession to the Eunder tvo extreme scendos: in ong
the curent CAP aplies to CEEand in the secondamers in an
enlaged EU-19 (intuding the Cedh Repubic, Hungary,

Poland and Slwakia) face vorld prices.The results in both
caseseaveal tha the aricultural economies of the cant EU-
15,and CEEare likely to expeiience major adjustments.

Agricultural commodity pices in the EU a typically above
world prices,while most CEE fces ae curently belov world
prices.The CEE countes will be equird to adopt EU fzes
after accessiomwhich will lik ely stimulate CEE aricultural
output and hinder consumption. If the EU-19 adopteddwv
prices,CEE poduction @ins would be smaller (than under
EU-15 pices),while EU-15 output wuld decease and EU-15
consumption wuld increaseThe efect would be gedest br
commodities with the lgest curent world-to-CEE pice
differentials.
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Economic Growth Still Eludes Most CEE Countries

Per capita
Population Per capita GNP growth
mid-1994 GNP 1994 1994*
Million Uss % per year
Bulgaria 8.4 1,250 -2.7
Czech Republic 10.3 3,200 -2.1
Estonia 1.5 2,820 -6.1
Hungary 10.3 3,840 -1.2
Latvia 2.5 2,320 -6.0
Lithuania 3.7 1,350 -8.0
Poland 38.5 2,410 0.8
Romania 22.7 1,270 -4.5
Slovakia 83 2,250 -3.0
Slovenia 2.0 7,040 NA
NA = not available.
*Adjusted for inflation.
Source: World Bank Development Report, 1996.
M Eu-15 Portugal

[ EU-19 (EU-15 + Czech Republic,
Hungary, Poland, Slovakia)

Other CEE

Under both scenirs, CEE meaprices would increase signif
cantly, spuring production and discoaging consumption. Mea
production wuld shift somehat from the EU-15 to CEE,
increasing the sharof CEE poduction.The EU-19 would con
tinue to hae some gportable supluses of pdc and poulty.
CEE gain pioduction wuld also incease under both sceita,
as CEE poduces respond to higher jmes. Havever, due to the
EU’s mandtory set-aside mgram,the incease in CEE rgin
production wuld be ery small under the cuent CAP and
would be dvarfed by the incease in consumption due ising
feed use pthe livestok sector

If the EU-19 adopted arld prices and bolished the set-aside
the region would become anven lager whed expotrter than the
EU-15,while potentialy importing moe con. It is likely tha
large inceases in EU-19ggicultural production would lead to
lower world prices,dampening futwe poduction @ins slighty.

Growing Market for U.S. Farm Exports

The US. has had aden inteest in the CEE counés from the
beginning of the egion’s transition pocess in 1989. ManCEE
counties hae made signi€ant pogress in their fnsition to
maiket economiesand tade with théMest has boomedU.S.
agricultural expotts to the egion were oughly $400 million in

Denmark

Czech

Ireland Republic

Slovakia

Romania

Slovenia

Greece

fiscal 1996 making the egion one of thedstest gowing mar
kets br U.S. fam products.

The CEE countes iepresent a potentiglllarge export maiket,
with strong gowth potential. Rsspects a uncetain for U.S.
trade however, as EU competition in thesgion presents a major
obstade to inceeased eports. The EU is the most imptant CEE
trading painer and the soae of dout half of all CEE gricul-
tural impots. The EU has bengéd from ndural adzantayes
corveyed ty geagraphic proximity, lower transport costs,Jong-
standing cultual ties,ease of méeting sevicing, and the
oppotunity for frequent diect contact with customer

In 1996,U.S. agricultural exports to CEE counies epresented
only 5 to 10 perent of the CEE mé&et and vere not highy
diversified, consisting pmaiily of whea, feed gains,and pou
try meds. Traditional US. exports of hulk commaoditiespatticu-
larly grains,have dedined since 1990 anduictuae consideably
from year to war depending on domestic CEEajn pioduction.

On the other handhe high-alue-poduct (HVP) shar of U.S.
exports to CEE has beersing. Poultry claims the lagest shag
of HVP expotts, although it has slumped in the last@ag as
CEE counties tale increasingy protectionist meases. Expots
of hides and skins andhiety medas sud as fesh or fozen ofal
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are bajinning to ecover, and US. companies arfinding mar
kets br nev products not tditionally imported by CEE,includ-
ing popcon, other pocessed i@in poducts (suls as ead/-to-
ed cereals),and hoficultural products,especialy nuts.

While the US. suppots EU enlagement,it is also committed to
furtheiing the deelopment of fee tade in the global econgm
Therefore, the US. will work to ensue tha EU tems of acces
sion ae consistent with the Uguay Round greement.

Prospectsdr U.S. agricultural exports to the egion as it
becomes mar integgrated with the EU & favorable in the near
temm, patticulady for high-value poducts. Rising incomergwth
resulting fom EU membeship should inaase werall demand
for agricultural products,and US. exports could ise as total
exports to the egion expand U.S. exports of oilseedspilseed
products,and somededs mg beneit as the Westod sector
expandsAn expanding and modaeizing fatm sector mg also
raise demandof U.S. agricultural inputs.

Oppotunities br increased US-CEE tade will likely be limited
however, by CEE govemment intevention,increased potection,
and stif EU competitionAs CEE counies come under the
EU’s impot regime, shipments to these couiets will encounter
the pinciple of comnunity preference whereby the EU (lile all
customs unions) diseninates aainst thid-county impotts in
favor of products fom member couns.

As EU membes, CEE counties will adopt EU eteinary, sant
tary, and plytosanitay standads. Resictions on tade between
the curent EU-15 and its &ding painers will then also pply to
imports into the n& member countes. This could pesent pob-
lems Pr U.S. access to CEE-10 couiefs.After enlagement,
longstanding UWS.-EU disputes wer homone-teaded meg mea
inspection standds,and moe recenty, geneticaly modified
organismswill have geder impactaffecting nedy all of
Europe

As increased mtection and competitiondm the EU in the mar
ket for agricultural goods ender tade pospects unctain, U.S.
businesses nyafind tha investing in this egion will allow them
to take adantaye of expanding demandVhile the dimate for
investment  agricultural industy varies by county, economic
developments in theegion overall are geneally favorable for
investmentThe egion’s adrantages indude a highy educéed
low-cost workforce, rapidly growing economies withising per
cgpita incomesand dose poximity to major makets in the EU
and the nely indgpendent stas of the drmer Swiet Union.
The ecovering agricultural GDP will enhance irestment and
joint-ventue oppotunities in the a¥as of &m inputs sub as
fertilizers, feed and aricultural madinery, as well as maketing
and bod pocessing

Some obstdes to itvestment emain,however. Political and
economic instaility continue in the egion. Duiing the tansition
processagricultural output has ddiaed, fueling pessue for
protectionism.

Risk is an impaant consideation for potential inestos in the
region. Despite sting gowth, per cgita incomes a still low
relaive to deeloped maket economiesand unemplgment is
high. Makets br land ae not vell developed which increases
risks and tansaction costs. Some couest legal stuctures
may not yet be deeloped br private husiness opetions.
Privatization is not completeespeciay in the @ro-industial
sector The lggging reform of the pocessing and dishution
sectos remains a major bottlenkecinfrastuucture is frequenty
inadequie, patticulady in rural aeas.

On the positie side oppotunities br profitable investment in
agriculture ae linked to inceased mdtanizdion of the &im
sector demand dr high-tet inputs,and land consoliden.
Rising incomes dér oppotunities in high-alue and prcessed
products,and in oilseeds and other inputs the epanding ve-
stok sector

Moreover, EU enlagement will xpand the sig of the maket,
with output of most gricultural products &pected to ¥pand

EU assistance to CEE coues though stactural funds will
address some of the obstas to irvestment thinare aggravated
by an outdged ayricultural infrastucture. At the same timegU
membeship my address some of the pllems dtendant to eco
nomic and political instality and lak of transpagnt economic
and legal systemsteducing isk to investos.

The overall beneits to porters and ivestos in an enlaged EU
are not without costs. CEEgacultural sectos ae Iife with dis
tortions esulting fom maiy yeas of a command-sictured
econony. The EUS CAR even if “reformed” may simply
replace one set of mket distotions with anotherDespite shad¥
term improvement in the aadde outlookEU membeship ma
limit opportunities br U.S. agricultural exports to CEE coun
tries. The best oppadunities in the CEEeagion will remain in
exports of HVP5, tageted lulk commoditiesand irvestment in
cettain sectos. Higher gricultural prices bllowing CEE mem
bership could educe global competittness of bsinesses based
in CEE counties. Despite sutresevations, CEE will contirue
to be an impdant region for U.S. agriculture, as it is an gpand
ing maket for U.S. fam exports and a sitng manet br U.S.
investment.
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